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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  State  Auditor's  Office 
financial  activity  for  fiscal  years  1990-91  and  1991-92.  Issues  discussed  in  this 
report  include  transferring  personal  service  expenditures  between  programs  and 
compliance  with  state  laws.  The  office's  written  response  to  the  audit  recommenda- 
tions is  included  in  the  back  of  the  audit  report. 

We  thank  the  State  Auditor  and  her  staff  for  their  cooperation  and  assist- 
ance throughout  the  audit. 

Respectfully  submitted. 


Scott  A.  Seacat 
Legislative  Auditor 
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Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  State  Auditor's  Office 
charge  personal  service  expenditures  to 
the  program  receiving  the  services 


Agency  Response:  Concur.  See  page  B-3. 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


We  recommend  the  State  Auditor's  Office: 

A.  Record  all  expenditures  and  revenue 
related  to  examinations  of  domestic 
insurance  companies  on  the  state's 
accounting  records  in  accordance  with 
section  17-1-102,  MCA. 

Agency  Response:  Concur.  See  page  B-3. 

B.  Charge  insurance  companies  for  staff  time 
spent  conducting  examinations  in  accordance 

with  section  33-1-413(1),  MCA 6 

Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  State  Auditor's  Office 

execute  written  contracts  with  insurance 

examiners  prior  to  commencement  of  work 7 

Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  office  not  procure  contracted 
services  from  former  employees  until  six  months 
after  termination,  in  compliance  with  state  law 8 

Agency  Response:  Concur.  See  page  B-4. 


Recommendation  #5 


We  recommend  the  State  Auditor's  Office 
record  revenue  in  the  General  Fund  for 
money  received  from  the  sale  of  copies 
and  documents 


Agency  Response:  Concur.  See  page  B-4. 
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Summary  of  Recommendations 


Recommendation  #6  We  recommend  the  State  Auditor's  Office 

accrue  valid  obligations  in  accordance 
with  state  accounting  policy 


Agency  Response:  Concur.  See  page  B-5. 

Recommendation  #7  We  recommend  the  State  Auditor's  Office 

request  and  review  reports  of  examinations 
of  rating  organizations 10 

Agency  Response:  Concur.  See  page  B-5. 

Recommendation  #8  We  recommend  the  State  Auditor's  Office 

seek  legislation  to  eliminate  the  State 
Auditor's  responsibility  for  monitoring 
the  collection  of  state  revenue  by  counties 11 

Agency  Response:  Concur.  See  page  B-5. 
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Introduction 


General 


We  performed  a  financial-compliance  audit  of  the  State 
Auditor's  Office  for  fiscal  years  1990-91  and  1991-92.   The 
objectives  of  our  audit  were  to: 


1.  Determine  if  the  office  complied  with  applicable  laws  and 
regulations. 

2.  Make  recommendations  for  the  improvement  in  administra- 
tive and  accounting  controls  of  the  office. 

3.  Determine  if  the  office's  financial  schedules  present  fairly 
the  results  of  operations  for  the  two  fiscal  years  ended 
June  30,  1992. 

4.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  eight  recommendations  to  the  office.   Other 
areas  of  concern  deemed  not  to  have  a  significant  impact  on  the 
successful  operations  of  the  programs  within  the  office  of  the 
State  Auditor  are  not  specifically  included  in  the  report,  but 
have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the  recom- 
mendations. 


Office  Background  and 
Organization 


The  Office  of  the  State  Auditor  (office),  established  by 
Article  VI,  Section  1  of  the  Montana  Constitution,  has  statutory 
responsibility  to  superintend  the  fiscal  duties  of  the  state  and  to 
keep  an  account  of  all  state  warrants.   Direction  of  the  state 
employee  payroll  system  and  administration  of  the  bad  debt 
collection  for  state  funds  are  functions  of  the  office. 


The  state  auditor  is  both  the  ex-officio  Commissioner  of  Insur- 
ance and  the  ex-officio  Commissioner  of  Securities.   The  auditor 
licenses  and  regulates  insurance  companies  and  agents  within  the 
state,  and  regulates  and  registers  securities  dealers. 
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The  office  is  organized  as  follows: 

1.  The  Central  Administration  Division  is  responsible  for  the 
administrative,  budgeting,  personnel,  and  accounting  func- 
tions of  the  office.   Legal  services  and  word  processing  are 
also  included  in  this  division. 

2.  The  State  Payroll  Division  prepares  payroll  for  state 
agencies.  The  payroll  system  produces  bi-weekly  payroll 
checks;  withholds  and  deposits  all  elective  and  mandatory 
deductions  from  employees'  checks;  and  files  required  state 
and  federal  tax,  unemployment  and  workers'  compensation 
reports.   The  division  is  also  responsible  for  maintaining  the 
data  base  for  the  state  Payroll/Personnel/Position  Control 
system. 

3.  The  Insurance  Division  regulates  the  insurance  industry  in 
Montana.   Its  duties  include;  resolving  insurance  consumer 
inquiries  and  complaints  involving  agents,  coverage,  and 
companies;  licensing  and  reviewing  the  market  and  finan- 
cial condition  of  insurance  companies;  collecting  insurance 
premium  tax;  reviewing  all  rates  and  forms  used  by  insur- 
ance companies;  licensing  and  testing  all  agents  seeking  to 
conduct  insurance  business  in  the  state;  and  investigating 
insurance  code  and  rule  violations. 

4.  The  Securities  Division  is  responsible  for  the  administration 
and  enforcement  of  the  Securities  Act  of  Montana.  The 
department  is  responsible  for  the  registration  of  securities 
issuers,  salesmen,  investment  advisers,  broker-dealers,  and 
investment  adviser  representatives.  Additionally,  it  investi- 
gates instances  of  unregistered  or  fraudulent  securities 
transactions. 

5.  The  Fiscal  Control  and  Management  Division  is  responsible 
for  issuing  state  warrants  and  collecting  bad  debts.  The 
division  processes  and  records  all  state  warrants  including 
duplicate,  emergency,  cancelled,  and  stale-dated  warrants. 
The  bad  debt  function  collects  debts  owed  to  the  state. 

The  office  is  responsible  for  distributing  a  portion  of  insurance 
premium  taxes  to  the  Montana  Public  Employees'  Retirement 
Division  and  to  fire  and  police  departments  in  qualifying 
Montana  cities  and  towns.  The  office  also  distributes  federal 
forest  reserve  moneys  to  Montana  counties. 
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Prior  Audit  Recommendations 


Prior  Audit  Recommen-  We  performed  the  prior  financial-compliance  audit  of  the  office 

dations  for  the  two  fiscal  years  ended  June  30,  1990.  The  report 

contained  10  sections  with  14  individual  recommendations  to  the 
office.   During  the  current  audit  for  the  two  fiscal  years  ended 
June  30,  1992,  we  determined  the  office  implemented  seven 
recommendations,  partially  implemented  three,  and  did  not 
implement  four.  The  office  did  not  implement  or  concur  with 
our  recommendation  to  revert  $24,780  of  appropriation  authority 
to  the  General  Fund.  The  remaining  six  recommendations  not 
fully  implemented  are  discussed  in  this  report  as  shown  below. 

Summary  of  Prior  Audit  Recommendations 

Partially  (P)  or  Not  (N)  Implemented 

Discussed 
Recommendation  Status         on  Page 

Comply  with  personal  service 
restrictions  in  appropriation  law.  N  4 

Accrue  only  valid  obligations 

as  defined  by  law.  P  9 

Record  revenue  in  the  General  Fund 

for  money  received  from  the  sale 

of  copies  and  documents.  P  9 

Record  all  expenditures  and  revenue 
related  to  exams  of  domestic  insur- 
ance companies  on  the  state's  account- 
ing records.  N  6 

Charge  insurance  companies  for  the 

time  spent  conducting  exams.  N  6 

Prepare  written  contracts  for  contracted 

services  prior  to  commencement  of  work.         P  7 
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Findings  and  Recommendations 


Transferring  Personal 
Service  Expenditures 
Between  Programs 


In  June  1991,  the  office  transferred  $2,753  in  salary  expenses  of 
four  employees  from  the  program  in  which  they  were  budgeted 
to  the  insurance  program.   We  found  documentation  on  the 
employees'  time  summaries  indicating  the  employees  were 
temporarily  assigned  to  the  Insurance  Division.   Office  officials 
said  employees  are  notified  if  they  are  being  reassigned.   We 
talked  to  the  employees  and  the  supervisor  and  found  no  evi- 
dence the  employees  worked  outside  their  normal  duties.   An 
office  accountant  said  it  was  his  impression  the  employees  had 
been  temporarily  reassigned. 


Section  33-1-301,  MCA,  states  that  funds  appropriated  for  the 
Insurance  Division  shall  be  used  solely  for  the  purposes  for 
which  they  were  appropriated.   Since  the  insurance  program  did 
not  benefit  from  the  services  provided,  the  personal  service 
expenditures  should  not  have  been  charged  against  an  insurance 
division  appropriation. 

We  discussed  a  similar  situation  in  our  prior  audit  report  con- 
cerning restrictions  on  personal  service  expenditures.   Personal 
service  expenditures  should  be  recorded  in  the  program  receiv- 
ing the  services. 


Recommendation  #1 

We  recommend  the  State  Auditor's  Office  charge  personal 
service  expenditures  to  the  program  receiving  the  services. 


Insurance  Examinations 


The  state  auditor  is  the  ex-officio  Commissioner  of  Insurance. 
The  commissioner  has  the  power  and  authority  to  conduct  exam- 
inations and  investigations  of  insurance  matters  to  determine 
whether  any  person  has  violated  any  provisions  of  the  insurance 
codes  or  to  secure  information  useful  in  the  lawful  adminis- 
tration of  any  such  provision.  The  following  sections  discuss 
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Findings  and  Recommendations 


concerns  relating  to  the  examination  of  insurers  incorporated 
under  the  laws  of  the  state  of  Montana  (domestic  insurance 
companies). 


Contract  Examination 
Services 


Section  33-1-401,  MCA,  requires  the  commissioner  to  conduct 
an  examination  of  domestic  insurance  companies  at  least  every 
three  years.  On  occasion,  the  office's  Insurance  Division 
performs  the  insurance  examinations  but  generally  the  office 
hires  examiners  to  perform  the  work.  The  office  appoints  an 
approved  examiner  and  sets  the  compensation.   Examiners  hired 
by  the  office  are  paid  directly  by  the  insurance  company  being 
examined.   Payment  is  made  for  travel,  living  expense  and  time 
spent  performing  the  examination.  Contract  examiners  are  paid 
at  rates  consistent  with  those  published  by  the  National  Associa- 
tion of  Insurance  Companies  (NAIC). 


Examination  Expenses  Not 
Recorded  on  the  State's 
Accounting  Records 


During  the  prior  and  current  audit  we  determined  the  office  did 
not  record  the  contracted  services  on  the  state's  accounting 
records.   By  law,  it  is  the  office's  responsibility  to  conduct  or 
contract  the  insurance  examinations.  Therefore,  the  examina- 
tions are  a  function  of  the  office.   If  an  insurance  company  fails 
to  pay  the  expenses,  the  expenses  shall  be  paid  out  of  the  funds 
of  the  commissioner,  in  accordance  with  section  33-1-413(3), 
MCA.   During  the  audit  period,  agency  personnel  estimated 
domestic  examination  expenses  at  $202,488.  The  office  should 
record  the  examination  expenses  on  the  state's  accounting 
records. 


Section  33-1-413(1),  MCA,  requires  the  insurance  company 
examined,  "pay  the  actual  travel  expenses,  a  reasonable  living 
expense  allowance,  and  a  per  diem  as  compensation  of  examiners 
as  necessarily  incurred  on  account  of  the  examination,  all  at 
reasonable  rates  customary  therefore  and  as  established  or 
adopted  by  the  commissioner.  .  ."   During  the  prior  and  current 
audit  we  noted  the  office  did  not  bill  insurance  companies  for 
the  office's  insurance  examiners'  time.   We  determined  only  one 
examination  involving  office  personnel  was  conducted  during 
the  current  audit  period.  Office  personnel  said  the  office  time 
spent  on  examinations  is  minimal  and  is  viewed  as  beneficial  to 
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Findings  and  Recommendations 


the  development  of  the  staff;  therefore,  they  do  not  seek 
reimbursement. 

By  not  recording  the  costs  of  regulating  the  insurance  industry, 
the  office  is  not  in  compliance  with  state  law.   Section  17-1-102, 
MCA,  requires  the  office  to  input  all  necessary  transactions  to 
the  accounting  system  to  present  the  use  and  disposition  of  all 
money  for  which  the  office  is  accountable  in  accordance  with 
generally  accepted  accounting  principles.   Because  the  examina- 
tions are  a  function  of  the  office  which  the  office  has  delegated, 
the  examination  expenses  should  be  recorded  on  the  state's 
accounting  records. 


Recommendation  #2 

We  recommend  the  State  Auditor's  Office: 

A.  Record  all  expenditures  and  revenue  related  to 

examinations  of  domestic  insurance  companies  on 
the  state's  accounting  records  in  accordance  with 
section  17-1-102,  MCA. 

Charge  insurance  companies  for  staff  time  spent 
conducting  examinations  in  accordance  with  section 
33-1-413(1),  MCA. 


B. 

Contracts  for  Technical  The  office  did  not  have  written  contracts  with  insurance  exam- 

Services  iners  during  the  current  audit  period.   Under  state  law,  the 

commissioner  certifies  the  examiner  has  been  duly  appointed  to 
represent  the  state  of  Montana  in  this  examination.   Section  33- 
1-303(8),  MCA,  says  the  commissioner  may  contract  for  and 
procure  services  as  he  may  require  for  the  discharge  of  his 
duties.   Also,  section  33-1-304(2)  states  the  commissioner  is 
responsible  for  the  official  acts  of  examiners  acting  in  the 
commissioner's  name  and  authority. 

State  policy,  MM  1-88-4-6,  requires  state  agencies  to  sign  a 
written  contract  with  individuals  working  for  an  agency  in  a 
consulting  or  contract  capacity.   State  law  requires  the  contractor 
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Findings  and  Recommendations 


to  furnish  proof  of  workers'  compensation  coverage.   Since  the 
ultimate  responsibility  for  the  examinations  rests  with  the 
commissioner,  a  contract  with  the  examiner  should  also  docu- 
ment the  scope  of  work,  workers'  compensation  coverage  and 
ownership  of  work  product. 

In  our  prior  audit,  we  recommended  the  office  prepare  written 
contracts  for  contracted  services  prior  to  commencement  of 
work.   The  office  concurred  with  the  recommendation.    In 
September  1992,  the  office  finalized  a  two-party  contract  draft 
between  the  examiner  and  the  commissioner  of  insurance.   The 
contract  had  not  yet  been  used. 


Recommendation  #3 

We  recommend  the  State  Auditor's  Office  execute  written 
contracts  with  insurance  examiners  prior  to  commencement 
of  work. 


Former  Employees  Not  to 
Have  an  Interest  in 
Contracts 


The  commissioner  appointed  five  contract  examiners  to  conduct 
insurance  examinations  during  the  audit  period.   One  of  the 
examiners  appointed  was  formerly  employed  as  an  insurance 
examiner  for  the  Insurance  Division.  The  employee  terminated 
from  the  office  June  28,  1991,  was  notified  of  the  Montana 
billing  rates  for  an  examiner  on  the  same  day,  and  was  granted 
certification  by  the  commissioner  five  days  later. 


Section  2-2-201,  MCA,  says  a  former  employee  may  not,  within 
six  months  following  termination  of  his  employment,  contract 
with  the  state  involving  matters  with  which  he  was  directly 
involved  during  his  employment.   The  individual  was  employed 
by  the  office  as  an  insurance  examiner. 

Office  personnel  do  not  believe  the  code  applies  in  this  circum- 
stance because  the  individual  was  not  in  a  supervisory  position 
when  employed  by  the  office  and  is  not  being  paid  by  the  state. 
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However,  since  the  examiner  is  working  as  a  representative  of 
the  state,  the  code  does  apply. 


Recommendation  #4 

We  recommend  the  office  not  procure  contracted  services 
from  former  employees  until  six  months  after  termination, 
in  compliance  with  state  law. 


Redocing  Budgeted 
Expenditures  Rather 
than  Recording  Revenue 


The  State  Auditor's  Office  decreased  budgeted  expenditures 
when  it  received  money  for  malting  copies  of  documents  rather 
than  recording  revenue.  State  policy  (MOM  2-1230.30)  allows 
such  decreases  in  expenditures  only  for  corrections  of  errors  in 
amounts  previously  recorded. 


Section  33-2-708,  MCA,  requires  the  office  to  charge  $.50  per 
page  for  each  copy  of  documents  on  file  in  the  office.  This  fee 
should  be  recorded  as  revenue  in  the  General  Fund  when  money 
is  received.   In  addition,  the  office  charges  $9.25  for  a  copy  of 
the  annual  "Admitted  Montana  Insurance  Carrier's"  (MIC)  book 
and  abates  printing  services  expenditures  rather  than  recording 
revenue.  The  office  prints  200  copies  of  the  MIC  each  year  at  a 
projected  cost  of  $1,850.   The  cost  of  printing  the  MIC  book  is  a 
cost  built  into  the  office's  budget  and  any  money  received  for 
the  book  should  be  recorded  as  revenue.   The  office  also  makes 
approximately  9,000  copies  each  year  for  outside  parties  at  a 
projected  cost  of  $4,500. 

Accounting  personnel  said  the  office  does  not  have  sufficient 
budget  authority  to  absorb  printing  and  distribution  costs  associ- 
ated with  documents  printed  for  outside  parties.  Since  state  law 
includes  a  fee  for  copies,  the  office  should  develop  a  budget  plan 
to  properly  reflect  the  costs  and  revenues  associated  with  copies 
of  documents.     In  response  to  a  recommendation  from  our  last 
audit,  the  office  has  submitted  a  budget  modification  for  the 
1995  biennium  to  attempt  to  comply  with  state  law. 
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Findings  and  Recommendations 


Recommendation  #5 

We  recommend  the  State  Auditor's  Office  record  revenue  in 
the  General  Fund  for  money  received  from  the  sale  of 
copies  and  documents. 


Supplemental  Pension 
Payments 


The  state  contributes  to  the  police  and  firefighters'  retirement 
systems.   State  statutes  require  the  office  to  pay  a  supplement  to 
certain  pension  funds  from  premium  taxes  collected  on  insur- 
ance.  The  supplement  is  calculated  on  the  average  monthly 
salary  as  provided  in  the  budgets  of  those  cities  or  towns  partici- 
pating in  the  retirement  plans,  and  reported  to  the  state  auditor. 


During  our  audit  we  determined  the  office  does  not  accrue  the 
supplemental  pension  payment  to  the  pension  funds  for  those 
cities  or  towns  who  did  not  submit  the  reports  by  the  payment 
date.   Montana  Operations  Manual  (MOM)  requires  expenditures 
for  valid  obligations  be  accrued  when  the  liability  is  incurred 
and  is  measurable.   As  a  result,  expenditures  are  understated  in 
the  Special  Revenue  Fund  by  $8,892  and  $10,202  in  fiscal  year 
1990-91  and  fiscal  year  1991-92,  respectively. 

Office  personnel  said  the  obligation  to  the  pension  fund  does  not 
exist  until  the  cities  submit  the  proper  documentation  to  the 
State  Auditor's  Office.   We  believe  there  is  an  obligation  to  the 
pension  funds  at  year-end  because  the  supplemental  payment  is 
a  valid  obligation  and  can  be  reasonably  estimated. 


Recommendation  #6 

We  recommend  the  State  Auditor's  Office  accrue  valid 
obligations  in  accordance  with  state  accounting  policy. 


Page  9 


Findings  and  Recommendations 


Rating  Organizations 


Insurers  use  information  from  rating  organizations  to  set  policy 
premiums,  to  establish  experience  of  policyholders  and  to  draft 
language  in  insurance  contracts.  State  law  defines  a  rating 
organization  as  an  entity  other  than  an  insurer,  whose  purpose  is 
making  rates,  rating  plans  or  rating  systems.   Rating  organiza- 
tions promote  the  public  welfare  by  regulating  insurance  rates  so 
they  are  not  excessive,  inadequate,  or  unfairly  discriminatory. 
Rating  organizations  compile  insurance  claims  data  within  a 
particular  industry.  The  data  is  used  to  classify  insured  parties 
and  make  recommendations  to  members  for  rates. 


Section  33-16-106,  MCA,  requires  the  commissioner,  at  least 
once  every  five  years,  perform  an  examination  of  licensed  rating 
organizations  or  in  lieu  of  such  exams,  accept  the  report  of  an 
exam  made  by  the  insurance  supervisory  official  of  another 
state.   The  office  does  not  conduct  or  receive  reports  of  examina- 
tions of  licensed  rating  organizations  as  required  by  law.   Office 
personnel  said  current  staffing  levels  do  not  allow  time  for 
monitoring  or  following  up  on  rating  organization  examinations. 
There  are  ten  licensed  rating  organizations,  all  based  out-of- 
state.   We  believe  the  examinations  of  these  organizations,  like 
those  of  out-of-state  insurers,  are  performed  by  other  states. 
The  office  should  request  and  review  reports  of  examinations 
made  of  the  licensed  ratings  organizations. 


Recommendation  #7 

We  recommend  the  State  Auditor's  Office  request  and 
review  reports  of  examinations  of  rating  organizations. 


County  Collection 
Reports 


Section  15-1-505,  MCA,  requires  the  county  clerk  and  recorder, 
between  the  1st  and  20th  days  of  each  month,  make  a  report  to 
the  state  auditor,  in  such  a  form  as  the  state  auditor  may  pre- 
scribe, showing  specifically  the  amount  of  moneys  due  the  state 
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Findings  and  Recommendations 


from  each  particular  source  of  revenue  from  the  collections  of 
the  preceding  month. 

Office  personnel  are  not  aware  of  a  prescribed  form  or  a  report 
received  from  the  counties.  County  collection  reports  are 
currently  sent  to  the  state  treasurer.   Based  on  evidence  at  both 
the  state  and  county  levels,  we  believe  this  law  is  obsolete. 


Recommendation  #8 

We  recommend  the  State  Auditor's  Office  seek  legislation 
to  eliminate  the  State  Auditor's  responsibility  for  monitor- 
ing the  collection  of  state  revenue  by  counties. 
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Independent  Auditor's  Report 
&  Agency  Financial  Schedules 
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Summary  of  Independent  Auditor's  Report 


Sniniliary  of  Indepen-  The  financial  schedules  are  prepared  from  the  Statewide  Budget- 

dent  Auditor's  Report  ing  and  Accounting  System  without  adjustments.   The  auditor's 

opinion  issued  in  this  report  is  intended  to  convey  to  the  reader 
of  the  financial  schedules  the  degree  of  reliance  which  can  be 
placed  on  the  amounts  presented.  The  unqualified  opinion  on 
the  financial  schedules  indicates  the  schedules  are  fairly  stated  in 
all  material  respects  and  the  reader  can  rely  on  the  reasonable- 
ness of  the  information  presented  on  these  schedules. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^flitt  xtl  tit^  '^t^hinii^t  ^uhiiixx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  State  Auditor's  Office  for 
each  of  the  two  fiscal  years  ended  June  30,  1991  and  1992,  as  shown  on  pages  A-4  through  A-9. 
The  information  contained  in  these  schedules  is  the  responsibility  of  the  State  Auditor's  Office 
management.  Our  responsibility  is  to  express  an  opinion  on  those  financial  schedules  based  on  our 
audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1,  these  financial  schedules  are  presented  on  a  comprehensive  basis  of 
accounting  other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to 
be  a  complete  presentation  and  disclosure  of  the  office's  assets  and  liabilities. 

In  our  opinion,  the  financial  schedules  referred  to  in  the  first  paragraph  present  fairly  in 
all  material  respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  State  Auditor's 
Office  for  the  two  fiscal  years  ended  June  30,  1992,  in  conformity  with  the  basis  of  accounting 
described  in  note  1. 


Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  19,  1992 
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STATE  AUDITOR'S  OFFICE 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1992 


FUND  BALANCE:  July  1,  1990 

ADDITIONS 
Fiscal  Year  1990-91 
Budgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Cash  Transfers  In 

Fiscal  Year  1991-92 
Budgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Direct  Entries  to  Fund  Balance 
Total  Additions 

REDUCTIONS 
Fiscal  Year  1990-91 
Budgeted  Expenditures  &  Transfers  Out 
Direct  Entries  to  Fund  Balance 
Support  to  State  of  Montana 
Prior  Year  Revenue  Adjustments 

Fiscal  Year  1991-92 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditure  Adjustments 

Prior  Year  Revenue  Adjustments 

Support  to  State  of  Montana 

Nonbudgeted  Expenditures  &  Transfers  Out 

Total  Reductions 

FUND  BALANCE:  June  30,  1992 


General  Fund 

Special 

Revenue 

Funds 

$    98.516 

Enterprise 
Fund 

Internal 

Service 

Fund 

S        0 

$     0 

$     0 

22,399,578 

241,595 

7,378 

18,702,554 
298,839 

22,556,217     17,009,317 
29,009 


45.204.768 


2,305,602 

42,000 

20,300,949 


2,293,215 

529 

338,957 

19,923,516 

45.204.768 

$ 0 


36.039.719 


18,807,973 


302,156 


17,146,689 
6,297 


36.263.115 
S  (124.880) 


118,117 


118.117 


118,117 


187,971 

1.948 
189.919 


153,034 


4.996 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-8. 


Additional  information 
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STATE  AUDITOR'S  OFFICE 


SCHEDULE  OF 

BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  &  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30. 

1992 

Licenses 

Charges 

and 

Fines  & 

For 

Investment 

Permits 

Taxes 

Forfeits 

Services 

Earnings 

Federal 

Total 

Fiscal  Year  1991-92 

GENERAL  FUND 

Estimated  Revenue 

$3,860,338 

$15,087,600 

$  55,000 

$19,002,938 

Actual  Revenue 

4.052.406 

18.483.103 

20.708 

22.556.217 

Collections  Over 

(Under)  Estimate 

$  192.068 

$  3.395.503 

$(34,292) 

$  3,553.279 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 

$  7.100.000 

$511,628 

$189,000 

$9,820,000 

$17,620,628 

Actual  Revenue 

7.380.225 

511.424 

108.218 

9,009.450 

17.009.317 

Collections  Over 

(Under)  Estimate 

$   280.225 

$   (204) 

$(80,782) 

$  (810.550) 

$  (611.311: 

INTERNAL  SERVICE  FUND 

Estimated  Revenue 

$158,608 

$   158,608 

Actual  Revenue 

187.971 

187.971 

Collections  Over 

(Under)  Estimate 

$  29.363 

$    29.363 

Fiscal  Year  1990-91 

GENERAL  FUND 

Estimated  Revenue 

$3,454,000 

$12,500,000 

$105,000 

$16,059,000 

Actual  Revenue 

4.308.435 

18.056.093 

35.050 

22.399.578 

Collections  Over 

(Under)  Estimate 

$  854.435 

$  5.556.093 

$(69,950) 

$  6.340.578 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$  7,000,000 
6.962.110 


(37.890) 


$406,617     $148,000    $13,085,715   $20,640,332 
393.154      197.575     11.149.715    18.702.554 

$  49.575    $(1.936.000)  $(1.937.778) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
the  notes  to  the  financial  schedules  beginning  on  page  A-8. 


Additional  information  is  provided  in 
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STATE  AUDITOR'S  OFFICE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OejECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1992 


Central 
Administration 


State 
Payroll 


Insurance   Securities 


Forest 

Pension 

Fiscal 

Local 

Res  & 

Adj 

Control 

Assistance 

FPGA  To 

Retired 

and 

Distribution 

Count  i  es 

Firemen 

Management 

Total 


PERSONAL  SERVICES 
Salaries 

Employee  Benefits 
Total 


$182,234 

43.563 

225.797 


$194,228 

45.694 

239.922 


$  655,167 
150.938 
806.105 


$210,880 

48.317 

259.197 


$235,856 

60.065 

295.921 


$  1,478,365 

348.577 

1.826.942 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Connunications 
Travel 
Rent 

Repair  £  Maintenance 
Other  Expenses 
Total 


17.645 

314,335 

35,005 

10,030 

14,633 

2,926 

10,901 

6,123 

11,025 

10,382 

45,983 

12,272 

340 

322 

17,668 

3,643 

2.727 

16,062 

16,062 

2,727 

1,105 

1.970 

5,137 

2,953 

2.683 

965 

8.176 

2.449 

50,158 


346.962 


138.932 


40.197 


151,054 

528.069 

29,488 

64.071 

257,834 

337.496 

726 

22,699 

16,122 

53.700 

14.124 

25,289 

3.633 

17.906 

472.981 


1.049.230 


EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  73.502 

Total  73.502 


3.113 


3.113 


140 


140 


3.048 
3.048 


79.803 


79.803 


LOCAL  ASSISTANCE 

From  Federal  Sources 
From  Other  Income  Sources 
Total 


$6.516.295 
6.516.295 


$  9.108,843 


9.108.843 


$1.011.825 
1.011.825 


9,108,843 

7.528.120 

16.636.963 


TOTAL  PROGRAM  EXPENDITURES 


$349,457 


$586,884 


$  948.150 


$299.534 


$6.516.295 


$  9.108.843 


$1.011.825 


$771.950 


$19.592.938 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$230,275 

224.157 

$  6,118 


$  954,008 

948.150 

$   5.858 


$305,302 

299.534 

$  5.768 


$504,397 

471.917 

$  32.480 


$  2,346,681 

2.293.215 

$    53.466 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$364,629 
362.727 

$  1.902 


$6,600,000 

6.516.295 

$   83.705 


$10,000,000 

9.108.843 

$   891.157 


$1,012,000 

1.011.825 

$     175 


$146,999 

146.999 

$     0 


$18,123,628 

17.146.689 

$   976.939 


INTERNAL  SERVICE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$158,608 

153.034 

$  5.574 


158,608 

153.034 

5.574 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
beginning  on  page  A-8. 


Additional  information  is  provided  In  the  notes  to  the  financial  schedules 
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STATE  AUDITOR'S  OFFICE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AMD  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1991 


PERSONAL  SERVICES 
Salaries 

Employee  Benefits 
Total 


Central 
Administration 

$176,861 

A1.386 

218.247 


State 
Payrol I 

$188,732 
43,689 


Insurance 

$644,770 
144,634 


232.421     789.404 


Securities 

$195,118 

43.610 

238.728 


Forest 

Pension 

Fiscal 

Local 

Res  & 

Adj 

Control 

Assistance 

FPGA  To 

Ret  i  red 

and 

Distribution 

Counties 

Firemen 

Hanaqetnent 

$197,048 

47.965 

245.013 


Total 

$  1,402,529 

321.284 

1.723.813 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Conriuni  cat  ions 
Travel 
Rent 

Repair  &  Maintenance 
Other  Expenses 
Total 


4,868 

346,489 

30,259 

4,070 

2,714 

12,687 

4,858 

10,441 

41,946 

1,049 

1,220 

31,310 

2,599 

15,595 

15,595 

1,327 

2,049 

6,716 

1.233 

1,097 

7.712 

20.004 


379.605 


146.225 


12,176 
7,715 

11,262 
3,516 
2,599 
2,862 
3.454 

43.584 


187,404 

581,196 

81,138 

108,324 

219,710 

288,217 

325 

37,420 

15,595 

51,983 

14,311 

27,265 

1.041 

14.537 

519.524 


1.108.942 


EQUIPMENT  AND 
Equiptnent 
Total 


INTANGIBLE  ASSETS 


173 


173 


145 


145 


2.226 
2.226 


217 


217 


1.000 
1.000 


3.761 


3.761 


LOCAL  ASSISTANCE 

From  Federal  Sources 
From  Other  Income  Sources 
Total 


$6.081.645 
6.081.645 


$11,333,675 
11.333.675" 


$  979.856 
979,856 


11,333,675 

7.061.501 

18.395.176 


TOTAL  PROGRAM  EXPENDITURES 


$238.424 


$612.171 


$937.855 


$282.529 


$6.081.645    $11.333.675 


$  979.856 


$765.537 


$21.231.692 


GENERAL  FUND 

Budgeted  $238,970  $204,824  $988,223  $290,828 

Actual  238.424  199.374  937.855  282.529 

Unspent  Budget  Authority       $    546  $  5.450  $  50.368  $  8.299 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$419,542 

412.797 

$  6.745 


$6,100,000 

6.081.645 

$   18.355 


$11,500,000 

11.333.675 

$   166.325 


$1,000,000 
979.856 

$   20.144 


$661,768 

647.420 

$  14.348 


$  2,384,613 

2.305.602 

$    79.011 


$19,019,542 

18.807.973 

$   211.569 


ENTERPRISE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


$118,117 

118.117 

$ 0 


118,117 
118.117 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning 
on  page  A-8. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1992 


1.         Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  State  Auditor's  Office  uses  the  modified  accrual  basis  of 
accounting,  as  defined  by  generally  accepted  accounting  prin- 
ciples, for  its  Governmental  Funds.   In  applying  the  modified 
accrual  basis,  the  office  records: 

Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  office  incurs 
the  related  liability  and  it  is  measurable. 

The  office  uses  accrual  basis  accounting  for  its  Proprietary  Fund. 
Under  the  accrual  basis,  as  defined  by  state  accounting  policy, 
the  office  records  revenues  in  the  accounting  period  earned,  if 
measurable,  and  records  expenses  in  the  period  incurred,  if 
measurable. 

Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  office  received  the  services  in  a  sub- 
sequent fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and 
equipment  ordered  with  a  purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.  The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
without  adjustment.   Accounts  are  organized  in  funds  according 
to  state  law.  The  office  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund.  The  office's 
Central  Administration,  Insurance,  and  Securities  Divisions  are 
funded  entirely  by  General  Fund  moneys.   There  is  a  direct 
appropriation  from  the  General  Fund  for  payroll  services  to 
General  Fund  employees.   Also,  the  warrant  writing  function  is 
partially  supported  by  General  Fund. 
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Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.  State  Special  Revenue  Funds  are  derived  from  payroll 
service  fees  charged  to  user  agencies  non-General  Fund  opera- 
tions.  In  addition,  the  Fiscal  Management  and  Control  Division 
receives  fees  assessed  on  three  major  warrant  processing  user 
agencies. 


Proprietary  Fund 


Internal  Service  Fund  -  to  account  for  providing  goods  or 
services  to  other  agencies  or  departments  on  a  cost-reimburse- 
ment basis.   Office  Internal  Service  Funds  include  the  Bad  Debts 
Collection  System,  which  retains  a  percentage  of  the  bad  debt 
collections  on  behalf  of  state  agencies. 

Enterprise  Fund  -  to  account  for  a  supplemental  appropriation  to 
provide  necessary  and  ordinary  expenditures  resulting  from 
increased  warrant  processing  for  the  state  fund. 


Annual  and  Sick  Leave 


Employees  at  the  office  accumulate  both  annual  and  sick  leave. 
The  office  pays  employees  for  100  percent  of  unused  annual  and 
25  percent  of  unused  sick  leave  credits  upon  termination.   Accu- 
mulated unpaid  liabilities  for  annual  and  sick  leave  are  not 
reflected  in  accompanying  financial  schedules.   At  June  30,  1991 
and  June  30,  1992,  the  office  had  a  liability  of  $94,962  and 
$99,227  for  vacation  leave,  and  $32,648  and  $34,184  for  sick 
leave,  respectively. 


Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  office's  contribution  to  PERS 
was  $88,980  in  fiscal  year  1990-91  and  $94,945  in  fiscal  year 
1991-92. 


General  Fond  Balance 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their  appro- 
priation limits.  Thus,  on  an  agency's  schedules,  the  General 
Fund  beginning  and  ending  fund  balance  will  always  be  zero. 
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Mr.  Scott  Seacat,  Legislative  Auditor        ■  •" 
Office  of  the  Legislative  Auditor 
Room  135,  State  Capitol 
Helena,  MT   59620 

Dear  Scott: 

I  have  reviewed  the  Financial-Compliance  Audit  for  the  State 
Auditor's  Office  for  the  two-year  period  ended  June  30,  1992. 

I  want  to  commend  your  staff  for  the  professional  manner  shown  in 
conducting  this  audit. 

Recommendation  #1 

We  recommend  the  State  Auditor's  Office  charge  personal 
service  expenditures  to  the  program  receiving  the  services. 

Response: 

We  concur.   The  recommendation  was  included  in  the  previous 
audit  and  we  followed  the  recommendations  from  that  audit.   It 
was  common  to  shift  personnel  between  programs  when  this  office 
had  14  vacant  or  RIF'd  positions.   Although  every  employee  was 
notified  of  position  and  duty  changes,  and  time  rolls  were  used 
to  indicate  the  changes,  a  few  employees  did  not  understand  the 
process.   Further  documentation  will  be  maintained  to  eliminate 
future  problems. 


Recommendation  #2 

We  recommend  the  State  Auditor's  Office: 

A.   Record  all  expenditures  and  revenue  related  to 
examination  of  domestic  insurance  companies  on  the  state's 
accounting  records  in  accordance  with  Section  17-1-102,  MCA, 
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Response: 

We  concur.   The  Legislative  Auditor  has  offered  to  help 
design  a  system  to  record  these  expenditures  and  revenues  without 
extensive  budget  increases.   If  budget  increases  are  needed  to 
meet  the  recommendation,  the  legislative  process  will  be 
necessary. 

B.   Charge  insurance  companies  for  staff  time  spent 
conducting  examinations  in  accordance  with  Section  33-1-413(1), 

MCA. 

Response: 

We  concur  and  the  process  has  previously  been  implemented. 

Recommendation  #3 

We  recommend  the  State  Auditor's  Office  execute  written 
contracts  with  insurance  examiners  prior  to  commencement  of  work. 

Response: 

We  concur.   The  process  has  previously  been  implemented. 

Recommendation  #4 

We  recommend  the  office  not  procure  contracted  services  with 
former  employees  until  six  months  after  termination,  in 
compliance  with  state  law. 

Response: 

We  concur. 

Recommendation  #5 

We  recommend  the  State  Auditor's  Office  record  revenue  in 
the  General  Fund  for  the  money  received  from  the  sale  of  copies 
and  documents. 

Response: 

We  concur  and  will  seek  legislative  spending  authority. 
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Recommendation  #6 

We  recommend  the  State  Auditor's  Office  accrue  valid 
obligations  in  accordance  with  state  accounting  policy. 

Response: 

We  concur. 


Recommendation  #7 

We  recommend  the  State  Auditor's  Office  request  and  review 
reports  of  examinations  of  rating  organizations. 

Response: 

We  concur. 


Recommendation  #8 

We  recommend  the  State  Auditor's  Office  seek  legislation  to 
eliminate  the  State  Auditor's  responsibility  for  monitoring  the 
collection  of  state  revenue  by  counties. 

Response: 

We  concur. 

Sincerely, 


J3.  ^ertrti-^  Sh^ehy 
Dp^uty  State  Auditor 

JDS /amp 
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